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etpl PROCEEDINGS 4. I

CHAIRMAN BURG: On the record.

3 'hereupon,
RICHARD E. YOUNG

was called as: a witness and, having been previously du'ly sworn,
5

was examinedand. testified as follows:

CHAIRMAN BURG: Mr. Feldstein, thank you for getting

your witness in. We thank you for coming back again, Mr. Young.

DIRECT EXAMINATION

10
Q

BY MR. FELDSTEIN:

Mr. Young. Would you stateyour full name, the

company you are with, your position?

Richard E. Young, Vice Presidentof Communications

13 for the Times Mirror CableTelevision Company.

Q

r

Can you tell us how your job relatesto the prepara-

tion and. presentationof rate increases?

A My department,which is a small department,,handles

presentationof the rate casesfor all of our companieswhich

18 includes 175 franchisesdistributedamong 41 systems in 14

19 statescurrently.

20

21

Q How long have you been doing this job, Mr. Young?

Really, since 1971. Soon after I joined the company,

I beganhandling rate increasesfor the company. If I might
22

explain a part of my backgroundat this point?
23

24

25

Q Pleasedo.

When I joined Time Mirror Company in '71, I was a city

Mccuvaje Mepotr'ing . Co., Snab
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etp2 councilman in a city adjacentto one of the television

companies'ranchisesystems in a small suburb of Los Angeles.

That backgroundcausedme to gravitate towards handling more

and more of the company'sgeneralpresentationwork and dealing

with franchiseauthorities,statecity counsel, whatever

matter we had that related to local government.

Included in that was franchise renewalsand problems

of service, whatevermight cause the company to be before

a local body.

10
Q You testified, Nr. Young, that you were a city

12

13

official in the suburb. Therefore, you were a regulator.

Perhaps,you can shed some light by making some observations

on the approacha City Council might take to a businesslike

cable television?
14 Well, in the first few days of being in the cable

16

17

19

20

22

24

25

business,it really was a businessI had no posture to before.

I was not surprisedas a counselorthat a company was granted

a franchiseby the local government, than governmenthad

control over standardsof servicesand billing practices.

I was dismayed. to learn they controlled the company's

rate. I felt in my experienceas a counselorthat was improper

and unsatisfactoryforum to handle a business,particularly like

cable television, which is primarily entertainment.

It is certainly not a utility service. I never felt
it was a utility service although it is typically the reaction

by the counsel that is a utility service. Handling rate cases

Mccuta8z cfc'epozfing Co., dna,
(202) 726-9801



etp3 for almost 10 years probably for the over 175 companieswe

acquireda company in 1979. I, personally,may never get to

all of them. I have approached100 different cities. In manyof

:those times nothing has changed my mind that the city counsel

is not the right forum for handling 'the companies'ates.
Let me ask you a little about the 'size and charac-

teristics of the company for which you work. Can you tell us

the size of the companyand the growth of the company between

October '76 and April 1980?

10 We did not. own communicationsproperty in '76, I

12

went back to their records. At that time, their subscribers

at Times Mirror would have been 368,000; Currently, April of

this year, it was 507,000. So, we have had a 38 percent.

14
increasein subscribersduring that period of time.

The company that you purchasedin 1979, that was

communicationsproperty; is that correct?

That is correct.

So Times Mirror purchasedcommunicationsproperty?

Yes.

20
Q Those are the two companieswhich are now one?

Yes.

22
Q Can you tell us the breakdownof the systemsize in

23
terms of your copyright filing by form?

Form 1 which -is the smaller systemor 11 form 2., 11,

16 and 38.

Mccunzte Mepotfiny Co., Snab.
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etp4 Q Would you pleaserelate for us the rate regulation

e.tp4 2 statisticsas they affect, the systemsowned by the company?

3 I

I

I

Five are under what we in industry are inclined

4 to look at as desirablebut which in a strong senseare the

most strict regulationat all. Local governmentdecidedwe

may have a fixed percentageof the consumerprice index, a

change in the consumerprice index. We have five like that.

8, Lafayetteplus LafayetteReit, Indiana.

They are 5t 30 percentof the consumer

price index. That was a communicationsproperty system. That

was done in 1977.but I am not certain.

12
It seemsto me it was .in .'77. Three are at. 60

percentof the consumerprice index of the one the changemay
I ~'4only be implementedevery two and a half years. I call it a

negativecompound in effect of being delayedand implementing
15

the increasefor such a long period of time.
16

Out of 175 franchises,five are deregulatedor
17

I

regulatedon that basis.
18

19

I

20

21

How many actually need local governmentapproval?

One hundred and three.

How many are ostensiblywithout regulation?

Sixty-sevendo specifically not implemented

23

25

regulation. Some say the City Council has the right to regulate

rates and they have chosento do so. If that was their
practice, they would be listed in that group. I know in

a4ccutafe cRepcnfiny Ca, Snc.
(202) 725-9801



8
looking at this data and talking with our field people, of that

67, 55 are so situatedthat they aresystemsthat surroundsmall
I

systemsor franchisesin this case. They are near or adjacent
I

to a larger lead community franchise.

If big town A is regulatedon price and small

town B, C, and D around it chooseto avoid .the problemsof
8

deregulationby deregulatingthe rates,we are just by the
7

dictateof trying to maintain a proper public image find it
8

necessaryto keep essentiallythe same rates in place when
9

a situation like that exists. Look at thosebroadly as
10

12

deregulatedsystemsjust is not the case. Really, only the

differencebetween55 and. 6?, 12 or so, are in situations

where you can really say the company can set the prices as

14
they see the marketplacewould bear.

CHAIRMAN BURG: In that situation, Mr. Young,

16

17

18

19

the rate that is maintainedamong those contiguous franchises,

they put down the higher rate. Or is the high rate pulled

up to them?

THE WITNESS: We will elevate those slightly above

the regulatedtown, hopefully, to encouragethe regulated

21

22

23

town to move to that position.

CHAIRMAN BURG: It depressesthe high rate?.

THE WITNESS: certainly, it depresseswhat you

could do if the entire group was deregulated. I think the

.entire industry is below what they could do. We changedthe

a4ccucafe Mepcnting Co., Snc
(boa) red-sgoI



regulatedup to $7.50 or $8 and it ought to be a $10 business.

etp6
CHAIRMAN BURG: If therewere no regulationsand

if the entire industry were deregulatedand could. you charge

in effect whatever the traffic would bear, what is your

guessas to how much the subscriberrate would. be?

THE WITNESS: It is more of a complicatedquestion

7 today thatn it would beayear or two ago before tiering.
8 We are talking about different setsof possibilities. We

9 are more in urban marketswhere we are much more dictated

10 by the marketplacethan we have been in the classic systems

that were primarily cable television, bread, and butter, up

until the last couple of years.

What. is my averagerate? I have never really
thought about it. $7.27. It would have to be 25 percent

higher.

17

BY MR. PELDSTEIN:

Thus, as the Chairmanhas elicited from you, in

many of the so-calledderegulatedcommunities, are you

19
stating,therefore, they are effectively regulated

20

21

A Yes. In an aroundaboutway. The deregulation

is only apparent,deregulationbut not. in fact.

Q Of your 175 franchisesyou are only talking about
22

12 that are truly in your mind deregulated?
23

Yes, where we are free to set the ratesat what

25
we believe the marketplacewould find acceptable.

crfccuezfi Mqrmfiny Ca, Sac.
(zoz) ne-eeoI
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etp7 Let's talk a bit about your rate requestand rate
2

3

increaseexperience. Could you, please,relate to the
Tribunal what your October '76 to April 1980 companywide

experiencehas been?

It was interestinghaving to do this. I had never
done anything like that. During that period, 294 price
increaseswere implementedamong the 175 systems. In fact,
less than that. Nine of the systemswere new during that
perz.od~

So, the 294 were distributedamong something

less than 175. Severalof the nine had one increaseduring
the period as I recall. Forty-six had'hreeor more increases.
Two or more were shared.by another 60 systems. That surprised.

17

19

me that there was that high a proprortion of double and triple
increases.

I think it, encouraged.me that we are going where we

can be successfulwith local governmentin presentingrates.
Ne hae not raised rates 25 cents. The smaller increasewe have

processedwas 45 cents.
I

Ne have ended up with less as a result of arbitrated'1
I

22 i

23

24

decisionon the part of local government.

How have your ratesbehavedon averagein the time

period in question?

The rate changeat 10-1-76 averagerate $6.22, and

April, '80, $7.27, a 17 percent increase.

Mccuvafe Megan'finy Co., dirc.
(202) 726 98OI



etp8 Q You have told us here that you believe that the

2 presenceof regulationhas kept your ratesbelow what optimally i

I

3 : they could be in the absenceof regulation; is that correct?
I

4 Yes.

Is it true that you are placed in a position of

occasionallybeing delayedor over?

Are there other aspects.of regulation in addition to holding

down the amount which enter into 0he picture such as delay

and 'things of that nature?

10 Certainly, you get into the problemsof what I

call the horse trade. You are encouragedby past events in

12
nearby systemsor comment from the council to be pushed towards

'13 offering new servicesor rebuilding the plant physically,

replacing the equipmentin the plant to achievean increase.
14

I am dumbfounded. I startedto say surprise, for

17

19

20

21

22

example, communications property practice. They vere

companiesoperatingon cash flows heavily leveraged. Rate

increaseswere important to us, They were vital to them.

They made horse trade, compromisesin adding new service

that cost new capital and fixed expensesand. ongoing expenses

that were offset and some benefit from a rate increase.

That could make senseif you could repeatthat.

The problem is it becomesa very tough act to follow. You
23

I

quickly runact ot things to do for the system that could
24 i

encouragethe city council to move after 18 months or so.
25

crfccutate MePcnfjay Qg.
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etp9 1 If you come back the next time and requesta
semi-increase,my experiencewith dealing with some of these

systemswere it had, been CPI's practices,you are out of luck. !
I

4 They get the feeling you must have been satisfiedwith the
ratesbefore.

If you want an increasenow, you must give us

somethingfor us. I originally said it is the wrong forum

for it.. The city council has not good reasonto allow a

company to change its place. The company can't come out of
businessits worth in salvage. The company is going to be

there. What vill you do if we say no, Nr. Young? It
12

is fun to try .to answer. Ny typical answer, we are giving
good service

13

Our plant is here. We will continue to give good

service. I appeal to your fairness,gentlemen. Sometimesit
15

vorks..
~ A lot of times that does not. You end up sometimes

18

for years with no rate increase.
17

We just resolvedon in Toronto, Ohio. We are
18

paying $4. 50. That was for good service, well operatedand
19

I

maintained. I was not there but one of my predecessorssaid
zo

I

when he was there asking for. rates, they were flying paper
21

airplanes.
22

23

25

We were in a small town; the City of Los Angeles.
We serve them. .I have seen the spectrum. I have been before
that council. We deal with many, many of them. City Council

Mccu~atc Mepotfiny C'o., inc.
(202) 726 9801



13

etp10
dog;barking and things of that nature. There is no reason

for them to say yes. Charge the peoplewho are going to

vote for me next month or year more money. We hear from

the public and the council. Here is a price that we can

hold in the face of all the other rising prices in town.

12

13

Bread i.s going up, gas is going up. Let's keep

cable where it is. l could not have quoted it more properly,

Those are exactly the words I have heard. in American attitude.

COMMISSIONER GARCIA: Nhat is your successratio?

THE WITNESS; The gentlemanasked.me that. Ne

don't keep track of denials. In the time period, there

was no way to go out and contact local people. I could not

guess. When you say successrate, let me add we don't give

up,

Typically, what it is insteadof taking two or

17

18

19

20

21

three or four or five months which might seem to be reasonable,

you end up with two years. You go back with a new plan and

they don't like that.

I asked. in~- Long Island system for $ 8 from $7.25.

I finally got $8.50 a year and a half later. We agreed. to

build a half million dollar plant. The fifty was a reaonable

rade off. It was not a windfall for the company. We felt it.
22

23
I

I

24
I

fairly balancedthe areaof subscriberdensity; homes passed.

per mile of plant. That. is the key to successin cable

television. We wired according to homes per mile of plant'.

cAccunrje cf2epozfiny Co., inc.
(202) 726 SSOI



etpll

I

14
We effectively, after a year and, a half got. what

we asked for.

3 But. it took you a long time?

I am talking about a year and a half beyond the

point, we expected. It was something like a total of two

years and about six or seven trips of mine from California

to New York to bring it about.

Q You told us about the problemsof so-called

deregulatedsystemswhere there is at leastone large regulated

10
system in the area. Is this problem of a lead community

true also even where the systemsare regulated?
11

12
Yes. There are severalanswersto that. If you

have two cities of similar systems,you get into a whipsaw.
13

You go to one and they say go over there first. They both

standwaiting for the other to act.
I have heard real horror stories in the industry I

16

like that. We have had. some ourselves. Typically, the
17

questionhe is asking where we have a larger community and
1&

severalsmaller, you are waiting your time to go to the

20

21

22

23

25

smaller community. They are going to key-off whatever the

larger community does.

They would love to be in a position to have you

get a rate increasein town A and you ask for the same thing

in town B. They give you a nickel or a quarteror dollar
less so in their campaignli'terature~ say we savedyou a.

Mccutafe cled'epcnfiny Ca, Dnc.
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etpl2 nickel or so less.
2 Q In relating the several trips to Long Island and the

I
I I

175 franchisesand the 294 rate increases,what kind of a

4 burden does this put on even a company your size in terms of

5 attemptingto obtain increases,the effort that is needed.
I

8 Prior to the time we acquiredcommunicationsproperty, I had an

assistant. He servedas our analystof acquisitionsbut a

good time was spentwith me.

At that point, we handled 25 franchiesewhich

were probably on the averagesomewhat.larger than the average

franchisewe acquiredof communicationspropertywhich had

about 150 or something like that. We 'now have an administrativ»

assistantand a financial guy with a Master'sDegree.

14 We have gone through the planning processfor 1981.

15
We budget in August and Septemberfor the following five

16
years. We have put togethera rate plan for 1981 and to some

extent, thosedeferredwe don't feel to go to in '81 are
17

18

19

21

23

24

25

scheduledin '2.
We are trying to figure out how to do the work.

It is expensive. I budgeted40 cross country trips during

'1981. I am satisfiedwe will have to add more to my staff
during that time. The biggestproblem is with our 41 systems,

we have 41 people out in the field..

They can go do this work. It does not work.

We tried having local systemsmanagers. Local systemmanagers

crfccutaie Mepcrcjiny Co., Dna.

(202) 72d-9801



etp13 have a broad chore to run an office staff, techniciansand

installersand deal with the community, unhappy subscribers;

to try to expect him to be able to discussthe economics

of cable and the financial aspectof cable television and

profits just does not work.

Ne are looking at seminars. Perhaps,business

agents in the region. Ve have five regional offices. That

is one way we may go. I am certainwe are going to the

businessconcept. The question is pulling them into the rate

1p area~

Q Let me ask you this questionsince you are dis-

cussingthe problem of getting a rate increaseeffort going in
12

13
a particular community.

How far ahead.do .you, scheduleand. plan for a rate

increaseeffort? How long does it take you to preparefor this

effort in a particular community?

17

18

19

21

22

23

24

25

As I mentioned,we have planned rate increases

through '81 into the Fall and the Spring of '82. Those

caseswill be filed as best we can knowing the history of the

town, what has happenedin previous caseswell enough in ad-

vance so we can comfortably meet projecteddatesand a new

rate may be put into affect.
I't will vary at the minimum four months to one

that we file. You get into this problem of rateswere

increaseda year and a half ago. You apply now. If they take

Mecucati Mep~ti~ Co., Sac.
(202) 726 MOI
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etp14 I

10

12

l3

17

a year and a half and finally approve a rate, you are limited

not to file again a year or a year and a half that you filed

the last time, They expectyou to come back from a year and

a year and a half when they approvedthe case.

The rubber band gets stretched.further and further.

It is hard. to give you a date or period of time. Rates have

taken from one meeting to 50 meetingswith the Boards and
I

commissionsand committees. The Stateof New York has

added. four months onto the tierafter the local government

approved.

You file it with the state. It is published in a

paper and a bunch. of monkey shines. I don't think they have

ever failed to approve it but after you go through it with the

local government.you go through it with the Stateof New York.

15

&6

17

I vill ask you to relate for us some specific

exampleswhich exemplify the kinds of problemswhich one can

run into to try to obtain a rate increasefrom a local

authority?

19

zi

22

23

I picked out some that I think are typical of

the kinds of actions that we see. ln Del Rio, Texas this

year, we applied for a 75 cents increase. From $7.25 to $ 8

in April. Financial data were submitted. Rateswere not

changedsince July of '78, Ne filed slightly less than two

years since the last rateswere implemented.. Severalmeetings

back and forth, the city staff came back and. advised.something

accurate Mepozfiny Co., inc.
(202) 726 9801
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etp15.

4
I

8

el
I

10

to the effect that the company is making enoughprofit. They

recommenda denial. They gave no real reasons,no financial

data. The ity ouncil said we will give them a quarter.

The increasebecameeffective in September. Did

you value dow the rate applicationwas made in February to

go from $7.50 to $8.25. These are signalswhere almost every

system is imported. by microwave or common carrier service;

a fairly expensiveoperation, ongoing expenses.

In August after we applied in February, the City

Council denied it. Those rates had not been changed.since

July of '80.

July of when?

'78. I am sorry. Greenportis a small city out

14

16

17

20

of the tip of Long Island.. This is a good one. We applied

in August of '78. The first. meeting consideringthe applica-

tion was in Nay of 1979. They scheduled.a public hearing

finally after a lot of encouragementin October of 1979.

In January,we wrote a letter. The assistant

managertries to play the game without upsetting the local

people who must vote for him, He talked to many by phone.

Finally, a letter was sent in January. In Narch, he was

22

23
I

I

24

advisedby the city clerk that. the city's intention was to

deny the rate increase.

He advised that he would like to be there. My

partner, staff man at that time,went back in April. In

Mccuvafe cf2epowfiny Ca, Size.
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etp16 June, the City Council approved.that requestedchange in
I

2 rate.

3 June of what year?

June of 1978. We applied in August of '78 and ap-

proved in June of '80. The state improved in Septemberfrom

$7.25 to $8.05. I don't know whether the Commission is aware

or not.. In Connecticutin 1979, I believe the statePUCA

or whatever they call them, PUC, had on their own motion

directed the staff to considerand develop a plan as to how

the copyright paymentsmight be passedthrough to subscribers.

The staff worked on this. In February they came

12
to the various companiesand askedeach company to report

what a plan of theirs might be.
13

Februaryof this year?

February, 1980. Whether we would add all of it

16

17

18

19

21

25

to the primary rate or the secondaryrate, what we thought

would be a proper amount. All responded. We were advised

they were going through the mechanicsand. in April or Nay

there would be a new rate for our systems in Connecticut.

Finally, it got to the Commission in August of

'80. They said. we can't do that. We can't do that. We need

a public hearing. The rate denied,. Their posture, I think,

is if you want to add. copy rateswe recognizeit is a new

expensesince last copyrateprices were processedin the state.
We were talking about 19 cents per month. A rate case in

a4ccu~afc M~poitiny Ca., de.
(202) 726~ 3801





etp 18
I

the city council had. not. given reasonsfor the denial. The

21

court approvedbad faith on the part of the City Council. I

am not an attorney and I don't understandwhat bad faith is.
If all of them lined up and said they did not care

and they didn'0 care what would happen, authority of that. it
is almost impossible to prove. Our franchiseexpired. The

City Council took the postureyour franchise is going to expire

in a couple of years, that is the time to changeyour rates.
That was a pitiful fight. About six months of

negotiationwhich I will call it. We endedup turning the

12

systemoff to get our franchise renewedproperly. The

end result was rate increaseprovision of the 60 percentof the

consumerprice index each two and a half years.
13

15

16

Escondio, the City Times Narret acquired that syste

in '71. A rate increasewas requestedin '72. It was denied.

It was requestedagain in '73. After a year, the increase

was approved. Low rate, $ .55. They approvedthe change

to $5.45; a 90 cents increase. We had asked for $ 6.50 whic

19
was a more common rate.

That was in 1973, it was granted. It was requestedI

21

22

1n 73 .

Granted late in the year of Decemberof '73, as

23

24

I

25

I recall. They formed. a new body, franchisecommission, to

handle the rate of cable television, trash, taxi, tow trucks,

and. those kinds of services. We beganmeetingwith that

c4ccuzafe Mepotfiny Co., dna.
(202) 726- 98oI



etp19 1 commissioncontinuing on with requeststhat we made before.

2 A year later in Februaryof 1976, they approved the case.

Early '76, we went back and spent anotheryear of meeting

4 with them. New rateswent into effect in '77.

I think the rate went to $7.48. With a lot of

work, we were being successfulthere. I was at thosemeetings

twice a month literally from 1973 until the end of 1976. Ne

had. a new City Council and thought theremight be a flavor,

and I tell this to expresshow we get beat to our news.

10
I'hink both the city and we get beat. Ne requestea

a deregulation. The City of Sacramentohad, deregulationa

12
system. We felt it. might be a good way to get, away from the

13
bad pressby tagging something like that. After a year of

14
meetingswe were successfulin having the Council change their
ordinanceto permit. an annual increaseof 60 percent.ofthe

15

16

17

18

19

consumerprice fndex.

Mr. young, thank you for those examplesof problems

encounteredin the rate incease. Let me move to.anotherline

of questioning.

I will ask you are you familiar with the concept

21

22

of cable television offering tiered service?

Yes.

23
Q 'oesyour company offer and/or plan to offer

24

25

tied basic services?

Yes. Ne do provide them.

a4ccucate MepotBny Co., Znc,
(zoaj red-ssor



23

etp20 You do provide some now on your existing system?

Yes.

Q You are planning or hoping to provide some on

new systems; is that correct?

Yes.

Q In offering those tiered systems,Mr. Young, do

you presentlyoffer or are you proposing to offer a universal
I or free tier of service?

To my recollection, we have never in an application

even though it, might have been|unsuccessfulevery proposed

11
a free service. We have proposedsomething like $3.95. I

think that was Lexington where we were not a winner.
12

Q When you have those inexpensive tiers such
13

as $3.95, what, type of servicedo you offer?
14.

15

16

17

Access channels. Community servicechannels. Our

local origination effort. The school governmentand. public

accesschannel if such.. Time. Weather.

18

19

Q No broadcast?

I do not recall. My recollection is it. did. not

20

21

22

include local broadcastings.

Q In that event, what do you place on the subsequent
I

tiers, in other words, on the secondtier? Where would you

place the broadcastgenerals?
I A We have. to talk generallybecausewe have many

24
schemesproposedand plans for existing systems. Typically,

a4ccumfc cfC'apotl'in'o., Dna
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24

in existing systemsthe existing local systemswould probably

3

be included among the lower first, the first 12 channels

without a terminal device, a converteror other terminal

device. Beyond that, signals from a broaderarea could be

included in the next tier, satellite tiers, turnerschannel

17, WOR or WGN could be a third tier. Above that, we would be

movie services.

What kind of a rate or subscriberrate or price do

you ask for thesesubsequenttiers?

10
We are just completing rebuilding systems in

California in Orange County and. offering a new service in a

12

17

18

19

30 channel system in Iong Beach, California that has not

carried 30 channelsrecently.

The tiered. serviceprice for those is $11.45 which
I

sticks in my mind. It seems to me that is the price for

the 30 channel servicewhich includes in those areasall Los

Angeles signals plus satellite,
All broadcastingsignals that you. carry on the

systemwould be included in the full 30 channel servi-e?

That is correct.

21

22

24 I

25

At a $11.45 rate?

Yes. That is somewhathigher.

Was that a yes?

Yes. I don't want to mislead the Commission. In

the newer systemswhere we are adding tiered. services, I think

Mccutafe Mepoifing Co., inc
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I

1 the same schemewould generallybe true but I think the price

would be more in the $8.95, generally, $ 9 range for that

broaderservice.

25

Are you saying despite the advent of the tiering

mechanism, the effective rate for the receipt. of all of the

broadcastsignals is as high or as higher than in your classic

system'Z

Yes. I think that would be true without, exception.

Now in terms of these tiers and. marketing these

,tiers, are you familiar with what your marketing projections

are for the number of subscriberswho might take such tiers
prior to getting into pay'2

12

Separatepay, I think Long Beach is an interesting

16

l:
17

system in California. It is one of the early urban systems

which was built. It is yet. an areawhere now,today,16

channelsoffer receivablewith a $20 antenna. That system

was there in late 1970,startoperating in 1970. It enjoyed

16 percent.marketing.

We kid. about the bright young assistangmanager.

The turnover is high. Some years we have had as high as 80

21

22

23

24

25
I

percent turnover in subscribers. They are down to 55 percent

now. I don't know if the community is more stableor we have

reachedmore people and. find. more stablepeople. It was a

12 channel systemwith pay added. Pay was up to 55 percent.

of the basic subscribers. That i s very, very high. It is.

Mcc'UzcEfL'dtro'zf02p CD. dec.
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etp23 1 typical of the kind of penetrationsthat the urban marketsare

2: seeing in older systemsthat brought pay in after the system

3 was originally established. They have now gone to 30 channels.

They have brought in the whistles and bells. 17, Nicholodean,

consumershoppingchannel. All the things you see in the new

franchiseproposals.

We are achieving about a fiver percentbasic

penetrationlift through that,.

10

Q Thus, the adventof tiering?

Yes. Here is where the questionabout pay is

answered. Pay has been there. We have addedhome boz office

12
to showtime which was there for some years. The two issues

13
are separatewhich get garbled..in in new .urban marketswhere

everything comes in at one time and you can't separatewhich is
14

which.

We are contendingwe will increasebasic subscribers

17

18

19

20

21

22

23

24

25

by five percentwhich is an important change in the system.

Is there an addition of the mix of cable originated

programmingwith broadcastprogramming, do you attributemuch

of this lift in basic to the addition of this kind of so-called

cable originatedprogramming, Nicholodean, you mentioned., for

example?

I think 17 is important. The VKPN and the

Nicholodeanare really different.

Thus, the advent of the tiering in the basic

&ramate Mepottiny Ca., Dna
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etp24 servicearea is causingyou to have more subscribers?

Yes.

3 Q In an existing system?

Yes.

Nhen you do tiering and we have been talking about

basic tiering, you have also statedthat you offer pay services

is that correct?

Yes.

Must a subscriber,what must a subscriberdo in

10
terms of tiered servicebefore he is eligible to subscriber

to pay services?

12

13

14

I am trying to think of otherswhere it is not

a requisite that a subscriberhave the tier service, building

block concept. You may subscriberto pay and discount services

if you take three. There are discountsthen.

In Long Beach three or four years ago we offered.

pay only where somebodycould subscriberand. put an AB switch

on and. not, have cable. That was $10 a month plus cable was

$17 or $18 a month.

20

21

22

After a couple of years, we had 200 or 300 sub-

scriberswho took pay only. Peoplewill pay for cable

television services.

23
Q Is the company practiceat this point,therefore,

24

to require a subscriptionto the several tiers prior to the

ability to purchasepay?

Mccutaiz Mrpotfiny C'o., Size.
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Yes. There are two reasons. One is that increasesI

1

3

our revenues. We think it adds service and. gives people a

more complete service rather than fractionalizing. You have

to spendmoney, is the other. You have to spendmoney to

prevent people from seeing it.
Where you have a full spectrumof serviceson the

cable, more people subscribing, the less hardware is required.

I see a frown on the Chairman'sface.

10

12

13

15

16

17

19

20

21

22

23

24
I

25

CHAIRMAN BURG: I thought I understooduntil
30 secondsago.

THE WITNESS: Let's say,channellingand a tier of

Nicholodeanand pay. If I wanted to let someonereceive pay

in the bottom 12, I have to eliminated.the middle. Generally,

in frequency they are going .up. Technical demands. Some

device to prevent people from seeing it. If they take it
all, I den't need the device. It is that simple.

You have to spendmoney to charge less'fyou

wanted to offer pay at a lower price, lower total price without

the tier as opposedto with the tier, you would spendmoney

to charge the lower price.

CHAI~ BURG: I thought your questionwas going

in anotherdirection., Mr. Feldstein.

MR. FELDSTEIN: No. That concludesmy question

of the witness.

CHAIRMAN BURG: Let's take a brief recessfor the

crfccuvafz Mepozfing Co., dna.
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etp26 1 reporterand be back in five minutes.

(Recesswas taken.)

CHAIRMAN BURG: Back on the record.

COMMISSIONER BRENNAN: Mr. Young, could you give

us an averagefigure for your systemof what, percentageof

the total operatingexpendituresis devoted to copyright

payments?

THE WITNESS: I am sorry. I am not in accounting.
1

COMMISSIONER BRENNAN; Two previouswitnesses9
I

have mentionedone and a half percent. Does that sound

reaonsable?
11

12
THE WITNESS: I am trying to think if they were

ATC and Warner. I think the statisticaldistribution of the
13

kind of systemswould be similar. We are both classic
14

in the new urban markets. I think they derived that data,
15

ours would be in the same range.
16

COMMISSIONER BRENNAN: What has happened,to your
17

personnelcost; since 1976?
18

THE WITNESS: I can't quote percentages. But,
19

certainly, the cable industry is paying higher ratesand faced
20

with seriousemployeeproblems throughout the industry
21

right now. I think the employeeratesare going to take the

biggest jump yet in the next years.
23

CHAIRMAN BURG: Mr. Attaway.
24

25

a4ccueafe Mepotfiny Ocr., dna.
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CROSS-EXAMINATION

BY MR. ATTAWAY:

30

3 Mr. Young, I believe you testified that 12 of your

systems.are completely regulated; is that correct?

Yes.

What is the averagesubscribersystems,do you

know?

No. I do not.

I could. derive it. I think I have the data

10
here. I would have to spend 10 minutes going through it.

12

13

14

Could. you list those systemsfor us?

If you have the rates for those systems, I would.

be pleasedto know that, as well.

This is the kind of. data I would have to go through

to pick it. out. It is not a number I attemptedto select.

It would be risky to try to do it here in a few minutes.

17

18

1e !

Would. those systemsaverage$9, over $ 9?

No.

Less?

Yes.

21

22

23

24

25

Mccutaiz cr6potz'in'o., inc.
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I believe you testified that in answer to a

31

2 question from Ms. Burg, if you were not subject to any kind

3 of regulation, the marketplacewould probably just, tie rates

4 approximately25 percenthigher than your averagerate today;

5 is that correct?

Yes. I don't believe the $11 is going to go up

25 percentregulatedor not.

Q But, your average?

$7 quarter--I think I said $ 10 is the rate we think

10 we ought to be se11ing at today. Why are those systemsnot

at $10?

12

13

Q

A

Yes.

The variety of the plants, the age of the plants,

history in that town, had we beenmore aggressivein rating
14

15

16

17

18

19

20

21

22

23

24

25

the rates than. CPI was prior to that time; how long has it
been deregulated--allkinds of things enter into changesin

a town. When.we can raise the rates, we raise the rates.
CHAIRMAN BURG: Lest there be some confusion

on the various CPIs that we are talking about.

THE WITNESS: When I say "CPX", the company

acquiredby the Times Mirror Company. This is Januaryof

1979 and was not known as CommunicationsProperties,Incorpora-

ted, from Austin, Texas.

MR. FELDSTEIN: I think the Chairmanwas concerned

that you acquired the ConsumerPrice Index.

&Accurate cRePotfiny'o., inc
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COMMISSIONER BRENNAN: Which your counsel

32

tells us would have been a bad investment.

BY MR. ATTAWAY:

Am I correct in understanding,in 12 systemswhich

are completely free of regulations,you have not been able

to achievesubscriberrates in excessof 99?

Somewhereeither at nine or over nine dollars

10

and a quarter. You askedme to rememberamong 175. I give

less attention to unregulatedsystems than the regulated

becausethey demand attention. I don't get

Q On the average,what do you think the subscriber

12
rate would be 25 percenthigher than your presentaverage

13

14

15

16

rate of $7.27. Am I correct, in understandingthat the 12
I

systemswhich are completelyunregulatedhave not been able to

achieve that, 25 percent increase?

That's correct.

17

18

19

Q

regulations?

For purely marketplacefactors unrelatedto

PerhapsI need to correct the record.

20

21

22

If tomorrow, you said the 175 systems:were regulated,

the day after that, the rateswould not be $10. Three years

from now-thezphopefully would be 'glO adjustedto today'

dollar or something like that.

24

25

Why would it. take three years?

Just becauseof all the different. kinds of

accurate cJVeporfing'o., inc.
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